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June 30, 2011

Arizona Comoration Commission

HAND DELIVERED DOCKETED

Steve Olea, Director JUN 8 0 20
Utilities Division

Arizona Corporation Commission
1200 W. Washington St.

Phoenix, AZ 85007

DOCKETED 8y |

Re:  SWTC'’s Annual Equity Analysis Update;
Decision No. 72030; Docket No. E-041004-09-0496

Dear Mr. Olea:

In Decision No. 72030 (Finding of Fact No. 50, Third Ordering Paragraph at page10), the
Commission instructed Southwest Transmission Cooperative, Inc. (“SWTC”) to “continue to file
annual equity analyses and forecasts on June 30™ of each year.” In compliance with that
requirement, the purpose of this initial filing is twofold: (1) to provide an update on SWTC’s
equity building progress as measured against the 2005 Financial Forecast which has provided the
baseline for SWTC’s annual reports for the past several years and (2) to supply equity
projections from SWTC’s most recent financial forecast as the baseline for future annual
reporting on SWTC’s equity progress.

The equity analysis which SWTC filed with the Commission in June 2006 used the 2005
Financial Forecast as the base upon which progress reports have been filed since then. That
forecast was prepared internally and approved by the SWTC Board of Directors in 2004. Based
on that 2005 forecast, the Base Case (Exhibit A to the June 2006 Equity Analysis) projected that
equity as a percentage of total assets would be 3.80% as of year end 2010. As of the end of
2010, SWTC’s actual equity/asset percentage was 6.8%.' The 2005 Financial Forecast had
projected that SWTC would have a negative 2010 net margin of about $309,000. In fact, the
audited financial results show that the 2010 actual net margin was a negative $815,000; however,
$465,000 of that loss was accounting write-offs of preliminary survey and investigation charges.

"If, instead, it was expressed as equity as a percentage of total capitalization, the 2010 year end result is slightly
higher at 7.05%.
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SWTC recently completed a 2011 Preliminary Financial Forecast which replaces the
2005 Financial Forecast. The equity projections and associated equity/asset and equity/total
capitalization percentages associated with this forecast are shown in the attached Exhibit A.
These projections will be used for baseline comparison purposes for future equity progress
annual reports.

The 2011 Preliminary Financial Forecast contains several major items that were not
contained in the 2005 Financial Forecast: (1) the forecast reflects the rate increase that went into
effect January 1, 2011 (Decision No. 72030) which resulted in a revenue increase of
approximately $6.8 million above test-year adjusted revenues for test-year adjusted operating
revenues of $34.6 million; (2) SWTC’s construction work plan has been revised to reflect a
much lower level of expected capital expenditures over the forecast period; (3) the 2005
Financial Forecast did not include a 50 MW N-1 point-to-point contract with Arizona Electric
Power Cooperative, Inc. which is reflected in this forecast; (4) various cost-saving measures that
are expected positively to contribute to SWTC’s net margins over the forecast horizon; and
(5) periodic rate filings.

The 2011 Preliminary Financial Forecast expects continued gradual improvement in total
margins and, therefore, improving equity/asset and equity/total capitalization percentages
(Lines 45 and 46 of Exhibit A). The expected higher margins and improved capitalization
percentages are a result of the items outlined above.

Should Staff have questions or need additional information concerning this filing, please
contact me or Gary Pierson.

Very truly yours,
GALLAGHER & KENNEDY, P.A.
By:

Michael M. Grant

MMG/plp
15169-13/2791933v2

Attachment

cc: Carmel Hood, Compliance Section (delivered)
Gary Pierson

Original and 13 copies filed with Docket
Control this 30™ day of June, 2011.
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